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received by corporations is likely to be less than 8 percent. In
addition to the low rate of tax applicable, there has been little diffi-
culty in collecting this tax. In view of these considerations, the draft.
permits the crediting or refunding of the entire amount withheld in
the case of amounts received by corporations.

First, in the case of corporations, any amount withheld on interest
and dividend payments received by them can be claimed as credits
against the tax they are required to withhold with respect to their own
dividend and interest payments (sec. 3487). For this purpose, with-
holding on interest and dividends received by one corporation may be
claimed as credit against interest or dividend payments made by
another corporation which is a member of the same affiliated group.

Any amount withheld with respect to interest and dividends re-
ceived by a corporation in excess of the credits it claims with respect.
to its own withholding on interest and dividends may be refunded to
the corporation on a quarterly basis (during the year of liability)
(sec. 3486). In addition, for purposes of an estimated tax required
of a corporation, any amount withheld (which is not credited or
refunded as provided above) may be treated as a payment of the
corporation’s estimated tax (sec. 6655(f)).

(d) Nonresident aliens and foreign corporations in the case of nom-
wnees.—The withholding rates applicable to nonresident aliens and
foreign corporations may be 30 percent, if no special treaty provision
applies, or may range down to zero percent under some treaty provi-
sions. As a result, the withholding rate applicable in these cases may
be either above or below the 16% percent applicable under this draft.
to domestic dividend and interest payments. Where the dividend or
interest payor makes the payment directly to the nonresident alien
or foreign corporation, as under present law, he can apply the proper
withholding rate. However, under present law where the interest or
dividend payor makes the payment to a nominee, the latter withholds
the appropriate amount.

Under the draft no special problem exists where the applicable
withholding rate with respect to the nonresident alien or foreign
corporation exceeds the 16% percent domestic withholding rate. In
such cases where the nominee is the withholding agent he needs only
to withhold the additional amount. A problem does exist, however,
where the applicable withholding rate is less than the domestic 163
percent rate. In such cases the draft provides that the nominee may
notify the disbursing agent from whom he receives the payment that
the amount is going to a nonresident alien or foreign corporation and
supply the pertinent information as to the withholding rate, etec. In
such cases the dividend or interest payor withholds the appropriate
amount (sec. 1444). However, where the nominee continues to serve
as the withholding agent and pays the additional amount to the non-
resident alien or foreign corporation (where the applicable withholding
rate is below the 16% percent domestic rate), then with respect to this
amount which the nominee temporarily pays from his own funds, a
credit may be claimed. This credit may be applied by the nominee
against his lability to withhold amounts where the applicable foreign
withholding rate is above the domestic rate. To the extent that funds
are still owing the nominee, the excess may be claimed quarterly as a.
refund (sec. 3488).
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3. Obligations sold between interest payment dates

Where an interest-bearing bond or other obligation is sold or ex-
changed between the interest payment dates, the draft provides that
the amount withheld is to be treated as divided between the seller and
the purchaser (or transferor and transferec) in proportion to the time
(with respeet to which the interest relates) which each holds title to
the obligation. It is anticipated that the buyer and seller in such
cases will take this treatment into account in the price at which the
bond is sold. Thus, in the case of a $100 interest payment where the
seller of the obligation has held the bond for half of the interest pay-
ment period in question, he presumably will demand $8.33 less than
he otherwise would from the purchaser of the bond, since he knows
that at the time of reporting his income for tax purposes he may claim
a credit equal to this amount. Thus, be will demand of the purchaser
one-half of the “net” interest (other factors being equal), or one-half
of $83.33; namely, $41.67. This, plus the $8.33 for which he can
claim a credit, will provide him with one-half of the interest for the
period he held the obligation.





















